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FOREIGN TRADE ZONES - INTERNATIONAL BUSINESS
INCENTIVES
I. INTRODUCTION
As demands for supplies become more urgent, resources more scarce,
technologies more intricate, and competition more keen, the need for more
efficient, less expensive, and less involved international trading methods
becomes increasingly evident. In order to assure smooth international com-
merce, nations join together in forming free trade zones, customs unions,
cartels and similar alliances. As export-import systems are studied, na-
tional leaders question whether they have overlooked some advantage or
incentive which could have drawn more business to their borders. Among
the systems employed which generate increased international trade and
development is the foreign trade zone.
This Note will examine the foreign trade zone as it has developed in the
United States, with special attention to its current status, legal implica-
tions, and business advantages.
II. DEVELOPMENT OF THE FOREIGN TRADE ZONE IN THE UNITED STATES
The trade zone concept has developed over a long period of time, tracing
its history as far as ancient Carthage and Greece.' The foreign trade zone'
has been described as an "overseas location at home." 3 The Foreign Trade
Zones Board' regulations describe the zone more specifically:
It is an isolated, enclosed, and policed area, operated as a public utility,
in or adjacent to a port of entry, furnished with facilities for lading, unlad-
ing, handling, storing, manipulating, manufacturing, and exhibiting
goods, and for reshipping them by land, water, or air.'
R. THOMAN, FREE PORTS AND FOREIGN-TRADE ZONES 11-12 (1965) [hereinafter cited as
THOMAN]. There is debate on the early history of the free trade zones. Professor Thoman
believes that some elements of free ports existed in the city-states of the Mediterranean
region, while Professor Lomax dates them from 1189 and the exemption of the city of Ham-
burg from payment of customs duties on the lower Elbe River. A. LOMAX, THE FOREIGN TRADE
ZONE 8 (1947) [hereinafter cited as LoMAx].
I The term "foreign trade zone" was adopted to avoid confusion with "free port" and "free-
trade port." In the free ports of Europe all or part of the waterfront is segregated from the
rest of the city and carefully policed at the customs boundary. LoMAx, supra note 1, at 5.
Maxey, Making the Foreign-Trade Zone Work for You, 3 WORLD TRADE J. 228 (1976)
thereinafter cited as Maxey].
I The Foreign Trade Zones Board [hereinafter referred to as Board] is the federal agency
which was established to carry out the Foreign Trade Zones Act. The Board consists of the
Secretary of Commerce as chairman and executive officer, the Secretary of the Treasury, and
the Secretary of the Army. 15 C.F.R. §400.103 (1977). The Secretary of Commerce is the
Chairman of the Board due to his Department's major role in the promotion of United States
foreign trade. The Department of the Army is represented because of the role of the Corps of
Engineers in the development of ports and harbors, the Department of the Treasury because
of its major function of collecting duties and administering customs laws. W. DYMSZA, FOR-
EIGN TRADE ZONES AND INTERNATIONAL BUsINESs 31 (1964) [hereinafter cited as DvMSzAJ.
* 15 C.F.R. §400.101 (1977).
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The free trade zone itself is a means of escaping the financial burdens
imposed by tariffs.' The typical free trade zone was described by the Exec-
utive Secretary of the Foreign Trade Zone Board as being "an enclosed
facility . . . into which foreign merchandise, not otherwise prohibited,
may be brought without being subject to formal Customs requirements."7
Under Customs security supervision, foreign trade zones are established in
varying sizes, ranging from a single warehouse building to an industrial
park-type facility which covers a number of acres.'
A. The Foreign Trade Zones Act of 1934
The purpose of the Foreign Trade Zones Act of 19341 [hereinafter re-
ferred to as the Act] was to " 'expedite and encourage foreign commerce'
by providing foreign goods duty- and quota-free entry into sharply de-
limited areas within the United States."'" The Act promotes importation
for the purpose of conditioning or combining foreign goods with domestic
products prior to exporting the finished products to foreign markets,
rather than retaining them for domestic consumption."
Foreign trade zone legislation met serious opposition on the floor of
Congress. Objections were constantly raised concerning administrative
controls, competition between public and private warehousing, geographi-
cal allocation of the zones, property rights of the federal government,
states, and private interests, and prohibitions against manufacturing
within the zones. 2 In an attempt to protect American industry from serious
harm, passage of the Act was based on assurances that our industry would
continue to be protected against unfair competition.'" Attempts to include
I Comment, Foreign-Trade Zones: A Means by Which the Businessman May Avoid Import
Duties, 21 U. Prrr. L. Rzv. 89 (1967-1968) [hereinafter cited as Comment]. Tariffs are
imposed by the Smoot-Hawley Tariff Act of 1930, ch. 497, 46 Stat. 590, as amended, Pub. L.
No. 87-456, 76 Stat. 72 (1962) (codified in 19 U.S.C. §§ 1202-1654 (1970)).
' UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION, FREE TRADE ZONES AROUND THE
WORLD AND THEIR USE FOR EXPORT-ORIENTED INDUSTRIAL OPaATIONS 5, U.N. Doc. 1D/WG.
112/26 (1972) Report by John J. DaPonte, Jr. [hereinafter cited as DaPonte].
Id. Georgia Foreign Trade Zone, Inc. has selected a 33-acre site in Shenandoah's In-
dustrial Park as the location for the Atlanta Foreign Trade Zone. The zone will be the first
in Georgia, conveniently located just 25 miles south of Atlanta's Hartsfield International
Airport, one of Georgia's three ports of entry. Georgia Gets First Foreign Trade Zone, 3 WORLD
TRADE J. 41 (1976).
1 19 U.S.C. §§81a-81u (1970). The Act was introduced by Emanuel F. Celler of New York
and was approved on June 18, 1934. The Act culminates 40 years of congressional effort to
legalize the principle of the free zone in the United States. LOMAX, supra note 1, at 16.
10 Note, Foreign-Trade Zone Manufacturing: The Emergence of a Free Trade Instrument,
9 VA. J. OF INT'L L. 444 (1968-1969) [hereinafter cited as Note]. This Note analyzes the
legislative history of United States foreign trade zone legislation.
78 CONG. REc. 9968 (1934).
2 LOMAX, supra note 1, at 15.
78 CONG. REc. 9762, 9767 (1934). Specifically mentioned in the Senate was the competi-
tion between European and domestic steel industries. The fear was expressed that the zones
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manufacturing in the list of permissible zone activities failed, and the Act
as introduced envisioned zones as "storage, transshipment and manipula-
tion centers only."'"
B. Manufacturing in Foreign Trade Zones
The debate over allowing manufacturing operations to be maintained
within the zones continued throughout the next 14 years. The result was
the Boggs Amendment to the Act, 5 introduced in 1948, offering opportuni-
ties for American manufacturers interested in foreign trade to utilize
American labor and materials in combination with foreign materials to
produce commodities which may be sold for domestic consumption or
exported to foreign markets in accordance with their current needs and
opportunities.'" The Boggs Amendment was strongly supported by a vari-
ety of groups, such as chambers of commerce, foreign trade groups, and
port authorities."
Since the purpose of the imposition of duties on imports is usually to
assist domestic industries in competing with imported goods rather than
to raise revenues, 8 the use of manufacturing operations in zones to avoid
these duties must be closely scrutinized. Before the Board approves the
establishment of manufacturing within a zone it examines the contem-
plated operations in order to determine their impact on domestic industry,
the United States balance of payments," and the environment. 0 Further-
more, the Board is clothed with the authority to exclude from any zone any
goods or processes of treatment that it judges to be detrimental to the
public interest, health, or safety.2 '
In 1969, Armco Steel Corporation sought a declaratory judgment setting
aside an order issued by the Board which granted the Board of Commis-
sioners of the Port of New Orleans the right to set up a foreign trade
subzone into which steel plates were to be imported from Japan for the
purpose of manufacturing barges which would be allowed into United
would make it possible for foreign steel manufacturers to dump an unlimited amount of their
steel into domestic ports for the consumption of the people of the United States in competi-
tion with the domestically manufactured steel.
' Note, supra note 10, at 448.
19 U.S.C. §81c (1970), presented by Rep. Hale Boggs of Louisiana.
' Note, supra note 10, at 452.
" DYMsZA, supra note 4, at 33.
Dep't of Com., "In" But "Out" Foreign-Trade Zones Merit Community Attention
Today, 5 COM. TODAY 12, 14 (Dec. 9, 1974) [hereinafter cited as CoM. TODAY].
"1 Comment, supra note 6, at 108. The balance of payments dilemma would be somewhat
alleviated by encouraging American firms to establish manufacturing operations in United
States zones as an alternative to foreign investment. This would decrease the amount of
United States capital flowing overseas, while substantially increasing the amount of United
States participation in foreign markets.
20 15 C.F.R. §400.400 (1977).
21 Id. §400.807.
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States customs territory duty-free." Armco claimed that the Board was
denying it the protection intended to be provided by the United States
tariff laws and was fostering competition between foreign and domestic
manufacturers. The court dismissed Armco's complaint, upholding the
manufacturing in subzones as a valid authorization of Congress.23
C. Zones for a Specialized Purpose
Soon after the Boggs Amendment was passed, the Board found that
existing foreign trade zones were not built so as to accommodate the manu-
facturing operations which were being proposed.14 Since the existing zones
had limited land, inadequate facilities, inconvenient locations and were
not designed for manufacturing, the Board created the "zone for a special-
ized purpose," which was defined as "a zone, or a subzone in an area
separate from an existing zone, for one or more of the specialized purposes
of storing, manipulating, manufacturing, or exhibiting goods .... ",25 The
regulations further specify that such zone or subzone may be authorized
only upon a Board finding that "existing or authorized zones will not serve
adequately the convenience of commerce with respect to the proposed
purposes. ' 2
6
The subzone amounts to a form of noncontiguous expansion of the for-
eign trade zone,n and usually involves the plant of a manufacturer.28 One
such subzone is an oil refinery and synthetic natural gas plant located on
a 115 acre tract within Campbell Industrial Park, Ewa, Hawaii.2' The only
subzone oil refinery in the United States, this operation was authorized
due to Hawaii's dependence on imports of petroleum supplies. This sub-
zone is therefore essential to the maintenance of a steady supply of fuel
for the Department of Defense, for transportation purposes, and for other
domestic needs.3
Special manufacturing zones have greater flexibility than subzones in
that there is no requirement that they be established in conjunction with
existing zones. The special manufacturing zone therefore has a wider range
of locations from which to choose and is not in any way under the adminis-
trative control of or subject to fees imposed by existing zones."
n Armco Steel Corp. v. Stans, 303 F.Supp. 262 (S.D.N.Y. 1969).
21 Id. at 269.
21 Note, Foreign Trade Zones: Holes in the Tariff Wall or Incentives for Development?, 2
LAw & PoL'Y INT'L Bus. 190, 201 (1970) [hereinafter cited as FTZ Note].
15 C.F.R. §400.304 (1977).
n Id.
" Armco Steel Corp., 303 F.Supp. at 269.
n DaPonte, supra note 7, at 11. One advantage to this arrangement is the cost reduction
resulting from the fact that there would be no substantial investments in a plant or equip-
ment. The operator of the subzone would be able to avoid the risk and problems of setting
up new manufacturing operations in a zone. DymszA, supra note 4, at 175-76.
2 Maxey, supra note 3, at 30.
: Id.
' DyMSZA, supra note 4, at 177-78.
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III. APPLICATION OF THE FOREIGN TRADE ZONES ACT
A. Foreign Trade Zones Board
The Board performs executive functions in carrying out the Act. 2 The
scope of its authority includes granting to corporations, both public and
private, the privilege of establishing, operating and maintaining zones,3
and prescribing such rules and regulations as may be necessary to establish
and conduct such zones.34 The Board regulations provide detailed proce-
dures which must complied with in order to have an application for zone
operation approved.35
B. Grantee
The grantee allowed the privilege of operating the zone is required to
provide and maintain certain specified facilities.3 The zone must be oper-
ated as a public utility, affording fair and reasonable rates and charges for
all privileges or services within the zone and with uniform treatment under
like conditions for all who apply for use of the zone and its facilities and
appurtenances. 3 Subject to the approval of the Board and its regulations,
the grantee may permit other persons, firms, corporations, or associations
to erect such buildings and other structures within the zone as will meet
their particular requirements.3 1
The grantee becomes, in effect, the lessor to businesses which use the
zone facilities.39 The grant may not be "sold, conveyed, transferred, set
over, or assigned." 0 It may, however, be revoked by the Board for repeated
wilful violations of any provisions of the Act, after a hearing held on speci-
fied notice.' The decision to revoke may be appealed in the court of ap-
32 15 C.F.R. §400.200 (1977).
11 Id. §400.200(a). The corporation to which this privilege is granted is called the "gran-
tee." Id. §400.107. Note that according to 15 C.F.R. §400.503, a preference is given to public
corporations. For a definition of "public" and "private" corporations, see id. §400.105.
3, Id. §400.200(b) (1977). For a comprehensive list of the duties of the Board, see id.
§400.200(a) - (1).
35 Id. § §400.600-609.
19 U.S.C. §81(1) (1970). The grantee must maintain the structures and other facilities
within the zone in good condition so as not to endanger the life and health of the employees
of the United States and others who may be required to enter the zone. 15 C.F.R. §400.900
(1977).
11 15 C.F.R. §400.1003 (1977).
-u Id. §400.815.
11 LoMAX, supra note 1, at 17. The businesses may be American or foreign importers who
take advantage of a customs duty-free zone to prepare their merchandise either for reexport
to foreign markets, or for importation into customs territories of the United States.
,1 15 C.F.R. §400.701 (1977).
" Id. §400.1201. A violation of the Act or any regulation shall first subject the grantee to a
fine of not more than $1000. Each day during which such violation continues constitutes a
separate offense. Id. §400.1200. For repeated wilful violations, the Board gives the grantee
four months notice and an opportunity to be heard before revoking the grant. The procedure
for revocation is explained in id. §400.1202.
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peals for the circuit in which the zone is located. 2
C. Importer/Manufacturer
The Act allows zones a liberal treatment of the tariff regulations."3 Goods
which are stored, mixed, manipulated, or manufactured in a zone and then
exported are not subject to any United States tariff duties or customs
restrictions." When goods are to be imported into the United States cus-
toms territory, the importer may elect either to pay duty on the finished
product or on the foreign components of the finished product.45 Although
he may elect either to pay duties on goods at the time of their entry into
the zone or at the time of their exit from the zone into the United States
customs territory, the importer must declare his choice of time of payment
upon the initial entry of the goods into the zone.
46
Although the tariff regulations allow certain options for the importer,
zonal restrictions require strict compliance. The Board regulations have
prohibited certain products from introduction into any zone under any
circumstances. 7 No retail trade may be transacted within the zone except
with a permit issued by the grantee and approved by the Board." Orders
may be taken within the zone, but delivery may not be made. 9 The usual
regulations governing shipping, port dues, public health, postal service,
and immigration apply.50
IV. ADVANTAGES PROVIDED BY FOREIGN TRADE ZONES
The advantages to be gained from foreign trade zone operations are
numerous and varied. Generally, implementation of the zone encourages
businesses to conduct their operations within the United States, utilizing
domestic labor, facilities, materials, and components in the production of
goods which otherwise would have been imported as finished products
ready for consumption.' In this way, some of the distorting consequences
of customs laws are reduced, allowing operations to take place in the home
country that otherwise might have been located abroad for purely customs
2 Id. §400.1203.
' Note, supra note 10, at 459; see 19 U.S.C. §81(c) (1970).
" Note, supra note 10, at 459.
Id. at 460.
I Id.
' 19 C.F.R. §146.11 (1976). "Prohibited merchandise" is merchandise which is prohibited
by law on the grounds of policy or morals, such as books or pictures urging treason or
insurrection against the United States, obscene books or pictures, and lottery matter. If there
is any question as to whether merchandise is prohibited, the district directors [the director
of customs in whose district the zone is located, 15 C.F.R. §400.108 (1977)] may permit the
temporary deposit of the merchandise in a zone pending a final determination of its status.
" 15 C.F.R. §400.808 (1977).
" Note, supra note 10, at 458.
. LOMAX, supra note 1, at 5.
CoM. TODAY, supra note 18, at 13.
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reasons.5" Whether zone activity is practical in individual cases is best
determined by a cost-benefit analysis on a product-by-product basis.1
3
A. Payment of Duties
The importation of goods into a zone allows the importer a great advan-
tage in that he is not required to make duty payments before the goods
are processed or stored. 54 The importer is thus enabled to reduce his even-
tual expenses by manipulating the merchandise so as to pay duties on
assembled or disassembled goods, whichever rate is lower. 55 Where the
goods are brought into the zones for the purpose of reexport, the importer
need not be concerned with quotas and duties since they do not apply to
goods which do not enter the customs territory .5
When imported goods are subject to internal revenue and excise taxes,
they may be stored and withdrawn when needed, thus delaying payment. 57
The deferred payments lower insurance rates, since the value of the stored
goods would not include duties and taxes not yet paid."
B. Storage of Goods
Goods may be stored indefinitely within the zone59 until withdrawal for
export or entry into an optimal domestic market. 0 Goods subject to United
States quotas may be stored until the next quota period, or fabricated into
a product not subject to such limitations."' While in storage, the goods are
subject to customs security supervision and are thus given an added pro-
tection against theft.2
Duties can be paid by weight or quantity 3 determined at the time of
entry into customs territory, 4 so the importer pays no duty for amounts of
52 Id. at 14. I.e., where a United States corporation must import components for its manu-
facturing operations, rather than going to a foreign country to set up business so as to escape
high United States customs duties, the corporation can manufacture the goods within a
United States zone and export the finished product without paying the duties. As a result,
American businesses utilize American facilities, labor, and materials, thus benefiting the
national economy.
Id. at 13.
' FTZ Note, supra note 24, at 203.
Maxey, supra note 3, at 29.
5' Id. at 28-29.
5 LOMAX, supra note 1, at 21.
" Maxey, supra note 3, at 29.
5' LOMAX, supra note 1, at 13.
COM. TODAY, supra note 18, at 12.
Id.
2 Id. See 19 C.F.R. §146.31 (1976). If he deems it necessary for the protection of revenue,
the district director may require segregation of any merchandise he determines to be subject
to special risks to the revenue. The grantee is to keep the district director informed as to the
location of all other merchandise and notify him promptly if any loss or damage occurs to
merchandise in the zone.
LOMAX, supra note 1, at 20.
' Id. at 13.
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merchandise lost while in storage due to shrinkage, evaporation, seepage,
damage, or accountable loss. 5 When goods entering the zone do not meet
the specified standards agreed upon by the individual contracting parties
or by government regulations, the merchandise may be held in the zone
until it complies with those standards.6 While in the zone, the goods may
be remarked, relabelled, repacked, or modified so as to avoid costly fines
for violations of import requirements. Any waste thus created may be
destroyed under customs supervision 8 or exported. 9 Anything that is sal-
vageable will qualify as scrap when its value is determined for duty pur-
poses when entering the domestic market. 7
C. Exhibition of Merchandise
Importers may exhibit their products within the zone. 7' Buyers may
inspect the merchandise before purchase72 and orders for goods may be
accepted within the zone itself.73 If the exhibit is sent into the customs
territory, it may be sent in any size package or quantity, minimizing the
importer's expenses.7 1
D. Additional Zone Advantages
Simplified customs procedures allow the shipping process to run more
efficiently, thus attracting transshipment and intransit trade. 75 No bond
is required for missing merchandise documents since merchandise can be
held indefinitely within the zone until the documents are located.76 In
addition, certain bonded merchandise may be transferred to a zone for
export, thus cancelling the bond or time limit applicable to bonded ware-
houses, and making possible the immediate recovery of taxes and duty
already paid.77
" Maxey, supra note 3, at 29.
" LOMAX, supra note 1, at 13.
*7 Maxey, supra note 3, at 29.
6, DaPonte, supra note 7, at 6.
6 Maxey, supra note 3, at 29.
71 DaPonte, supra note 7, at 6.
71 15 C.F.R. §400.803 (1977). Permission for such exhibition shall be obtained from the
district director of customs, as the representative of the Board. Upon denial, the applicant,
grantee, or operator of the zone may appeal the adverse ruling to the Board.
72 COM. TODAY, supra note 18, at 12.
11 Note, supra note 10, at 458.
71 Comment, supra note 6, at 101. The businessman would have an advantage over his
competitor using storage bonded warehouse facilities from which merchandise may be with-
drawn only in an entire unit or package.
11 LOMAX, supra note 1, at 13.





The foreign trade zone concept was implemented in order to promote
and expedite foreign commerce, and has dealt with the weaknesses of
alternate trade systems: drawback, bonded warehouses, and release under
bond. The rules and regulations promulgated by the Foreign Trade Zones
Board do not require bonds, excessive records and forms, or a time limit
on the storage of goods. 7 The zones do not create commerce; they elimi-
nate, as far as possible, the hindrances and delays to commerce. 79
The foreign trade zone offers great advantages to the businessman for
locating his manufacturing operations within a United States zone, rather
than going abroad to establish his business. The nation also benefits from
those operations which are thereby attracted to the United States, and
utilize domestic labor, facilities, materials, and components. When prop-
erly administered, these trade zones are not loopholes in the customs
system, but rather are a means of attracting commercial and industrial
operations to a country to which they would not otherwise have been per-
suaded, due to noneconomic reasons relating to inflexible customs require-
ments.80
Barbara M. Sheppard
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7, Comment, supra note 6, at 108.
" DaPonte, supra note 7, at 14.
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